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TAGS: EFIN, UK 

SUBJECT: PRESS REACTION TO STERLING BALANCE FACILITY 

1 . AGREEMENT IN BASLE ON STERLING BALANCE FACILITY IS 
COVERED EXTENSIVELY IN FRONT-PAGE UK PRESS HEADLINES. 

THE FINANCIAL TIMES PRINTS THE FULL TEXT OF THE BASLE COM- 
MUNIQUE AND DEVOTES 3 ARTICLES AND AN EDITORIAL (REPORTED 
SEPARATELY) TO THE AGREEMENT. FRONT-PAGE ARTICLE ELABOR- 
ATES ON THE BASLE COMMUNIQUE WITHOUT ADDING ANYTHING FUR- 
THER IN SUBSTANCE ASIDE FROM NOTING THAT A MAJOR ROLE 
IN REACHING AGREEMENT APPEARS TO HAVE BEEN PLAYED BY THE 
FAVORABLE ATTITUDE TAKEN BY THE UNITED STATES. IT WAS 
LEARNED THAT EDWIN YEO, UNITED STATES TREASURY UNDER SEC 
RET ARY WAS IN LONDON AT THE WEEKEND. IT IS BELIEVED HE 
HAD SOME OFFICIAL DISCUSSIONS. IN ADDITION, CHANCELLOR 
HEALEY WILL MAKE A STATEMENT THIS AFTERNOON IN PARLIAMENT 
(EMBASSY WILL REPORT WHEN AVAILABLE). JUREK MARTIN REPORT 
ING FROM WASHINGTON STATES: 

QUOTE THE U.S. EXPRESSED SATISFACTION AT THE AGREEMENT 
WHICH IT HAS PLAYED A MAJOR ROLE IN FORMULATING. 
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MR. YEO SAID: ' THIS AGREEMENT WILL REINFORCE THE 
EFFORTS OF THE UK AUTHORITIES THAT ARE MANIFEST IN THE IMF 
UNDERTAKINGS. THEY REPRESENT A WAY OF THINKING ABOUT A 
COUNTRY'S BALANCE SHEET-AN EXTENSION OF LIABILITIES. A 
SMOOTHING OPERATION IF YOU WILL. I THINK THIS MARKS A 
SIGNIFICANT STEP IN THAT DIRECTION." 
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THE BALANCES PLAN WAS ARRIVED AT AFTER CONSIDERABLE 
DISCUSSIONS ON BOTH SIDES OF THE ATLANTIC IN RECENT WEEKS. 

IN THE LAST FORTNIGHT MR. YEO VISITED LONDON ON AT LEAST 
ONE MORE OCCASION BEFORE LAST WEEKEND. ON BOTH OCCASIONS 
THERE WAS NO PRIOR ANNOUNCEMENT AND IT IS BELIEVED THAT 
BRITISH OFFICIALS HAVE COME TO WASHINGTON UNDER A SIMILAR 
CLOAK OF SECRECY. 

MR. YEO SAID THAT THE IMF ROLE ESSENTIALLY WOULD BE 
"TO ENSURE THAT THESE ARRANGEMENTS ARE IN OVERALL COMPATI- 
BILITY WITH THE S3.9BN. PROGRAMME." (THE RECENT BRITISH 
LOAN FROM THE FUND). 

MR. YEO LATER TOLD AP-DJ THAT BRITAIN WOULD DRAW 
AGAINST THE $3BN. FUND OVER THE NEXT 2 YEARS AND WOULD 
HAVE 4 YEARS TO PAY BACK SUCH BORROWINGS. IN A JOINT 
STATEMENT. THE US TREASURY AND THE FEDERAL RESERVE BOARD 
SAID THAT THE US WOULD PROVIDE $1BN. OF BACKING FOR THE 
$3BN. UNQUOTE 

THE ABOVE STATEMENTS BY MR. YEO GIVE MORE DETAIL ON THE 
MATURITY AND IMF ROLE THAN DO THE GENERAL ARTICLES IN 
THE BRITISH PRESS. 

2. THE TIMES PUBLISHES THE BASLE COMMUNIQUE ON ITS FRONT 
PAGE. AN INTERPRETATIVE COMMENT SAYS THE SCHEME IS THE 
FINAL ELEMENT IN THE PACKAGE OF MEASURES THE GOVERNMENT 
HAS INTRODUCED TO RESTORE INTERNATIONAL CONFIDENCE IN 
STERLING, INCLUDING THE IMF LOAN AND THE RECENT CUTS IN 
PUBLIC SPENDING. THE SOLUTION TO THE STERLING BALANCES 
PROBLEM IS DESIGNED TO HAVE 2 PARTS, ONE AIMED AT INSURING 
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UNCLAS SECTION 02 OF 02 LONDON 00413 

IMMEDIATE CONFIDENCE AND THE OTHER DESIGNED TO PROVIDE A 
LONG-TERM METHOD OF AN ORDERLY RUN DOWN OF THE OFFICIAL 
HOLDINGS. PRIVATE HOLDINGS HAVE BEEN FAIRLY STABLE AND 
ARE NOT COVERED BY THE SCHEME. THE TIMES AND OTHER PAPERS 
NOTE THAT UNLIKE THE 1968 SCHEME THERE ARE NO STER- 
LING EXCHANGE RATE GUARANTEES. CENTERAL BANKERS BELIEVE 
THE UK OUGHT TO TAKE ACTION TO INSURE THAT THE HOLDINGS 
OF STERLING RUN DOWN GENTLY IN THE COMING YEARS RATHER 
THAN BUILD UP AGAIN. HOWEVER, FOREIGN HOLDERS WILL BE 
ALLOWED TO CASH IN THEIR POUNDS FOR BRITISH GOVERNMENT 
BONDS WHICH WILL BE DENOMINATED IN A FOREIGN CURRENCY OR 
CURRENCIES AND WHICH WILL BE REPAID IN 5 TO 10 YEARS. 

3. OTHER LONDON PRESS, INCLUDING GUARDIAN AND 
TELEGRAPH HAVE FRONT-PAGE ARTICLES AND HEADLINES. THE 
GUARDIAN SAYS IT IS THE HOPE OF CENTRAL BANKERS THAT THE 
SAFETY NET LOAN WILL RESTORE CONFIDENCE IN STERLING AND 
WILL ONLY BE RARELY ACTIVATED. US, GERMANY AND JAPAN WILL 
PUT UP THE BULK OF THE MONEY. BUT IT IS UNDERSTOOD THAT A 
CONDITION OF AGREEMENT WILL BE THAT BRITAIN WILL NEVER 
AGAIN ALLOW VAST INFLUX OF FOREIGN CURRENCIES, INVESTMENTS 
AND DEPOSITS INTO LONDON AS IT DID AFTER OCTOBER 1973... 

THIS TIME AROUND IT SEEMS AS IF BRITAIN'S ROLE AS A 
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WORLD RESERVE CURRENCY IS TO BE PUT ON THE SCRAP HEAP ONCE 
AND FOR ALL. 

4. THE HERALD TRIBUNE STORY, FROM WIRE DISPATCHES, SAID 
INTER ALIA: "ONE SOURCE, WHO DECLINED TO BE NAMED, INDI- 
CATED THAT THE $3 BILLION SAFETY NET WOULD ONLY BE AVAIL- 
ABLE AS LONG AS BRITAIN COMPLIES WITH THE CONDITIONS OF 

THE LOAN IT RECEIVED FROM THE INTERNATIONAL MONETARY FUND" 
AND SOME WORK REMAINS TO BE DONE ON TECHNICAL DETAILS. 

ARMSTRONG 
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